Banking Accounting between Prudence and Flexibility  by Dobre, Elena
 Procedia Economics and Finance  6 ( 2013 )  621 – 626 
2212-5671 © 2013 The Authors. Published by Elsevier B.V.
Selection and peer-review under responsibility of Faculty of Economic Sciences, Lucian Blaga University of Sibiu.
doi: 10.1016/S2212-5671(13)00181-0 
ScienceDirect
International Economic Conference of Sibiu 2013 Post Crisis Economy: Challenges and 
Opportunities, IECS 2013 
Banking Accounting Between Prudence and Flexibility 
 Elena Dobrea* 
aFaculty of Economics Sciences, Finance and Accounting Department, Ovidius University of Constanta, Romania 
Abstract  
This paper is about the first year applying the International Financial Reporting Standards in Romanian banking accounting 
system.  The research goal is revealing the effects on valuation of assets, liabilities or risks provisions. Expected results are linked 
to changing of performance indicators.  Besides the need of specific resolution measures, the crises revealed the necessity to 
adopt prudential regulations for increasing banking accountability. Similar to the other segments of the financial market, the facts 
have shown that the control over the obeisance of these regulations should be entrusted to a supervising authority. 
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1. Introduction 
This paper intends to present the evolution of Romanian banking accounting system during the crisis period. The 
actual context is yet dominates by the turbulences on the international financial markets which are rather connected 
to the downfall of the American mortgage market than to the generalized insolvency of the debtors. Besides the need 
of specific resolution measures, the crises revealed the necessity to adopt prudential regulations concerning the 
activity of different financial institutions participating on the global financial market and especially the 
accountability of these operations developed on these markets. Similar to the other segments of the financial market, 
the facts have shown that the control over the obeisance of these regulations should be entrusted to a supervising 
authority. The developments on the international financial market did not seem to have affected the financial 
stability in Romania but the effects of changing the accounting system are visible. So, the supervise banking 
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authorities should keep a vigil attitude because the turbulences are still continuing and the adverse evolutions may 
significantly affect Romanian banking system.  
Central banks are in the epicenter of the global financial crisis. Accused of crisis or, conversely, praised for 
having worked to overcome them, central banks must draw conclusions emerging from the global crisis and to carry 
out necessary reforms. 
Currently, the crisis seems to be over and a new era of growth seems to start with all existing international 
turmoil due to lack of liquidity, central banks face a number of problems. Among these, this paper analyzes the 
impact of the application of accounting standards, International Financial Reporting Standards (IFRS) as unique 
setting financial reports, the stability and viability of the Romanian banking system.  
According Romanian Banking Association, at the end of 2011, Romania operated 41 credit institutions. 
According to the report published by the National Bank of Romania, the structure of the banking system was as 
follows:  2 banks owned or majority state, 4 banks with majority domestic private, 26 foreign owned banks, 8 
branches of foreign banks and cooperative network; 54.6% of banking assets are concentrated in the top 5 banks in 
the system; Market share of credit institutions with majority foreign capital is 83%; Market share of credit 
institutions with Romanian private capital is 8.8% (including cooperative network);Market share capital of credit 
institutions controlled by the state is 8.2%. 
Following the liberalization of the services market, a number of 349 foreign institutions notified their intention to 
conduct a direct banking in Romania. 
Crisis years were characterized by a slowdown in lending in Romania, banks changing their focus from rapid 
expansion driven by a strategy of caution. Credit institutions have adapted their strategy of territorial expansion 
plans, product portfolio and moved to a more careful control of operating costs. Rising unemployment, a significant 
reduction in public sector wages and restriction or closure of companies have contributed to the continuous decrease 
repayment capacity with direct consequences on the quality of the loan portfolio of banks which led to an increase in 
provisions that credit institutions had to make up, thus affecting profitability. Capitalisation of the banking system 
ensured that capital adequacy levels comfortable placing the solvency ratio of 14.87% at the end of 2011. 
2. Overview on IFRS and novelties bring to the Romanian banking system 
In Romania in 2011 was the last year of banks reporting results under Romanian Accounting (RAS). From 2012 
the Romanian banking system applies IFRS accounting standards as a basis consistent system of accounting and 
financial reporting single framework. Unlike this kind of application of IFRS, other non-bank entities organized as 
companies that are not required to apply IFRS, but they can choose not only unique setting as the second financial 
reporting framework.  
The main difference between NPL provisioning the RAS and IFRS is the degree of acceptance of collateral. If for 
IFRS provision is calculated by subtracting the amount remaining to be paid at market value security rules in force 
until the end of last year allowed banks to reduce their exposure to only 25% of the security. Banks may maintain 
reserve accounts issued availability or book them in profit distributed, where the amounts are taxed. That although it 
is more flexible, application of IFRS in this case gives greater accuracy in records provisions. 
International Financial Reporting Standards are a set of accounting standards. Now they are issued by the 
International Accounting Standards Board (IASB). Many of the standards forming part of IFRS are known by the 
old name of International Accounting Standards (IAS). 
IFRS are considered to be a set of standards "based on principles" as set general rules, but also require certain 
specific accounting treatments. Standard term designates a kind of method, measurement, unit values, criteria, more 
or less recognized nationally or interionatnally. Thus we can speak of standardization of products, methods, 
especially in the technical rules. Standard indicates a certain level of quality, presentation, model comfort level, 
sometimes the term standard of living equivalent to normal or necessary basic necessities of life and conduct normal 
activities. ISO / IEC Guide 2: 1996 standard defines as a document, established by consensus and approved by a 
recognized body, that provides, for common and repeated use, rules, guidelines or characteristics for activities or 
their results, aimed at obtain optimum degree of order in a given context. 
Under the agreement with the EU, IMF and World Bank in 2010, the Romanian authorities have committed to 
enter the banking sector Financial Reporting Standards (IFRS) as of January 1, 2012. Adoption of new standards 
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within the global trend is to harmonize national standards with international financial reporting, given the current 
economic and financial developments in the internationalization of banking operations and thus increased need for 
international standardization of accounting rules underlying the financial information published. 
In recent years, national regulations have approached the concept of international (IFRS), maintaining however a 
number of different approaches, of which the most important is reflected in the methodologies for determining credit 
risk provisions. 
The innovations introduced by IFRS in banking accounting rules are mainly: 
(i) use of judgment based on experience to estimate the amount of any impairment losses; 
(ii) the finding of impairment of a financial asset or group of financial assets based on the appearance of objective 
events that have an impact on future cash flows reliably estimated. Thus, expected losses as a result of future 
events, no matter how likely, are not recognized;  
(iii) mandatory application of the effective interest rate method for staggering amounts for effective yield of a 
financial instrument; 
(iv) the introduction of new accounts (such as for highlighting distinct adjustments for impairments identified in 
the group of financial assets and those adjustments insignificant loss resulting collective set, but unidentified, 
for the significant financial assets etc.). 
(v) restructuring of accounts (ie, accounts for the three categories of securities that transaction, investment and 
investment will change according to the categories of financial assets under IFRS, income and expense 
accounts will properly rename accounts assets and liabilities, etc.). 
(vi) removal of accounts (such as accounts: "Claims decommissioned pursued further" and "debtors from penalties 
incurred" as the criteria for recognizing assets, debts recorded in the balance sheet will be evaluated with 
regard to meeting recognition criteria for assets, for their re-balance sheet where they will remain until those 
assets will not produce future benefits); 
(vii) harmonization of terminology accordingly IFRS. 
3. Effects of IFRS on accounting in the Romanian banking system 
Our work was focused  on the analysis of  NRB reports on financial stability (NRB, 2011; NRB, 2012) and we 
find that IFRS implementation  presents the following main advantages: 
 correct perception of financial reporting, regardless of the users; 
 avoid competitive disadvantages for credit institutions operating in the global market, including in terms of 
access to international capital markets; 
 ensuring higher transparency and better comparability of financial performance; 
 ensure consistency of accounting treatments and information presented by applying to all credit institutions 
accounting standards consistent at both individual and consolidated; 
 ensure comparability between information contained in the published annual financial statements, consolidated 
and individual and, where appropriate, between them and the data presented for purposes of prudential 
supervision.  
Also, we identified as main disadvantages and significant risks: 
 the emergence of specific risks of an operational nature, given that IFRS is based on professional judgment; 
 the need to review the regulatory framework for prudential and statistical fields, including computer applications 
used by credit institutions and central bank (SIRBNR); 
 the need to assume additional costs related to adapting / updating internal system and methodology of credit 
institutions. 
Banking NBR identified as complying influenced by the transition to IFRS are those relating to provisions, 
solvency, currency and equity position. 
National Bank of Romania has prepared measures to be implemented with the introduction of IFRS in order to 
maintain a prudent approach in order to reduce disadvantages implementation of IFRS, and after 1 January 2012, 
credit institutions applying standard approach for determining capital requirements for credit risk. In this respect, the 
accounting will be recorded impairment adjustments determined exclusively by IFRS treatment will in the situation 
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where their level is inadequate prudential perspective, equity and prudential indicators, which is required in the 
calculation of net exposures for, to be adjusted accordingly. 
According to surveys by the National Bank of Romania Romanian banking system has significantly improved 
provisioning rate with transition to International Financial Reporting Standards (IFRS), releasing about a third (2.3 
billion euros) of the provisions made by the accounting rules Romanian. 
In the first month of 2012, banks increased provisions RAS provisions calculated over 32 billion, compared with 
a level of 30.6 billion at end-December 2011. 
Calculated, but after IFRS, applicable to all banks from January 1, 2012, provisions amounted at the end of 
January nearly 22 billion. Decrease of about 10 billion lei provisions did not affect the prudential indicators for the 
central bank has been some impact filters. 
Prudential filters require adjustment to the carrying amounts of equity so that the amounts recognized in 
prudential own funds to meet the criteria of permanence, credibility and capacity assessment unconditional coverage 
loss. Introduction of prudential filters contributed to ensuring a level corresponding provisions in terms of expected 
loss level, or to reduce the risk of disintermediation. Central bank to maintain prudential filter approved in its current 
form after January 1, 2013 and aims to harmonize enforcement mechanism with the requirements to be established 
by future prudential regulatory package (NBR, 2012). 
The objective of the NBR was to avoid opportunistic increase its funds solely due to the change in accounting 
methodology as a result of the establishment of impairment adjustments significantly reduced the volume of 
prudential provisions previously established by credit institutions of 2012 and therefore unjustified appreciation of 
prudential indicators.  
This objective was accomplished through NBR decision to implement prudential filters in place in order to 
correct their own funds by reducing both the level of valuation under IFRS and the additional provisions determined 
under prudential model. Prudential filters aim adjustment to the carrying amounts of equity so that their recognition 
of prudential own funds to meet the criteria of permanence, credibility and capacity assessment unconditional 
coverage loss. 
In the context of legislative changes related to the implementation of International Financial Reporting Standards 
individual level, the central bank issued Order no. 26/9.12.2011 on implementing some prudential requirements in 
the context of legislative changes related to the implementation of International Financial Reporting Standards 
individual level coming into force on January 1, 2012, which sets out the transitional arrangements for the use of 
prudential filters for 2012. 
In order to take a decision on maintaining prudential filters and after January 1, 2013, an analysis was conducted 
to determine the impact of their application. The analysis was based on data available for 31 December 2011 and 31 
March 2012 and focused on the impact of introducing filters on the solvency of credit institutions. 
Our study identified the values for the debt ratio in the absence of prudential filters (ie only taking into account 
value adjustments determined under IFRS) for comparison with those determined under prudential regulations in 
force. Thus were established the differences between the two treatments. Aggregate solvency ratio for December 
2011 and March 2012, determined by taking into account adjustments for depreciation calculated under IFRS, 
recorded a level much higher than calculated in terms of applying prudential filters (by 3.9 percentage points in 
December 2011 and April , 1 percentage point in March 2012, maintaining relatively constant spacing). Thus, the 
level determined for December 2011 according to IFRS is 18.75 percent (from 14.85 percent by applying prudential 
filters), and for March 2012 is 18.74 percent (from 14.63 to percent). Prudential filters have helped maintain a level 
of own funds used for determining prudential indicators comparable to that registered credit institutions before the 
introduction of new accounting standards. 
In the absence of prudential filters, increase equity accounted for as a result of the new standards, followed by a 
possible dividend distribution as part of reserves or early repayment of subordinated loans, could have affected the 
liquidity position of the institutions credit and their ability to absorb shocks under certain adverse developments 
macroeconomic framework. 
NBR spoke in favor of applying the treatment covered by Order no. 26/2011, own funds or reducing the positive 
difference between the total value and total prudential adjustments for impairment adjustments determined in 
accordance with IFRS. In order to maintain financial stability in the entire Romanian banking system, the National 
Bank of Romania has publicly debated in October 2012 following draft regulations:  
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- Regulation on classification of loans and investments, as well as the determination and use of prudential value 
adjustments. This draft regulation (NBR, 2012a) make permanent regime of prudential filters provided by NBR 
Regulation no. 11/2011 on classification of loans and investments, as well as the determination and use of 
prudential value adjustments, as amended and supplemented, and NBR Order no. 26/2011 on certain 
arrangements for the application of prudential requirements in the context of legislative changes related to the 
implementation of International Financial Reporting Standards on individual level coming into force on 1 
January 2012. 
- Order some provisions for the calculation of their capital requirements in the context of  nr.26/2011 NBR Order 
repeal of some provisions for prudential requirements in the context of legislative changes related to the 
implementation of International Financial Reporting Standards on the individual level enter into force on January 
1, 2012This draft order (NBR, 2012b) is about ensuring applicability provisions regarding the treatment of 
retained earnings of transition to IFRS for determining own funds to audit the financial statements of the year 
2012 (which will occur only in 2013) and in the remaining reporting periods from NBR nr.26/2011 repeal the 
Order to audit the financial statements of 2012.  
- Order approving the Methodological Norms for establishing annual reporting information needs of the Ministry 
of Finance, applicable to credit institutions. Draft order (NBR, 2013c) aims regulating the standardized annual 
reporting applicable to credit institutions needs information of the Ministry of Finance, under implementation by 
credit institutions since fiscal year 2012, IFRS accounting regulations. The draft agenda includes general rules for 
preparing, signing, verifying and submitting annual reporting units of the Ministry of Finance, the format of the 
annual reporting forms applicable to credit institutions and annual reporting control. 
- Order for the amendment of Accounting Regulations in accordance with International Financial Reporting 
Standards applicable to credit institutions, approved by the NBR nr.27/2010. 
Draft order (NBR, 2013d) aims to clarify content Impairment of accounts identified individually (as well as the 
revenue and corresponding costs) so showing that they include specific adjustments for impairment individually 
identified, regardless of the significance of assets covered financial. It was also considered filling content of 
accounts and certain provisions of IFRS accounting regulations (Regulations harmonized with International 
Financial Reporting Standards applicable to credit institutions, approved by the National Bank nr.27/2010, amended 
and supplemented.), for added clarity to ensure optimal conditions for the uniform application thereof to all credit 
institutions. 
4. Conclusions 
In the face of the ongoing economic crisis, the objective of the NBR was to avoid Opportunistic increase its funds 
solely due to the change in accounting methodology as a result of the establishment of impairment adjustments 
significantly reduced the volume of previously established prudential provisioning of 2012 from credit institutions 
and therefore undue appreciation of prudential indicators. In the absence of prudential filters, increase equity 
accounted for as a result of the new standards, followed by a possible dividend distribution as part of reserves or 
early repayment of subordinated loans, could have affected the liquidity position of the institutions credit and their 
ability to absorb shocks under certain adverse developments macroeconomic framework. 
NBR spoke in favor of applying the treatment covered by Order no. 26/2011, own funds or reducing the positive 
difference between the total value and total prudential adjustments for impairment adjustments determined in 
accordance with IFRS. 
In our opinion, given the current developments in the European banking system (in the context of the sovereign 
debt crisis) and since most of the capital of banks operating in Romania is owned by foreign-owned banks (most of 
them EU) requires that prudential measures taken by the National Bank of Romania shall be maintained by it, at 
least until confidence returns to the international banking system as well as public confidence in it. 
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